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Abstract 
This paper’s two focus states, Timor-Leste and Malaysian State of Sabah are 
isolated and plagued with poverty, which creates challenges and opportunities for 
sustainable tourism.  While tourism could create many opportunities, the two focus 
states are aiming at exploiting the opportunities by attracting tourists, in order to 
generate enough revenues to overcome the challenges.  However, tourism activities 
have an impact on the sensitive ecosystems of these islands if not managed carefully.  
This paper compares the activities of Timor-Leste and the Malaysian state of Sabah 
towards establishing a sustainable tourism economy.  The paper’s framework is based 
on the sustainable tourism as defined by the UN World Tourism Organization, 
developing the economic, social and environmental aspects of the system.  Therefore, 
this paper compares the activities of Timor-Leste and Malaysia Sabah in the three areas 
using internationally recognized indicators.  In the case of Timor-Leste current 
regulations and policies might not be tackling the most pressing issues in this weak 
developing economy.  As a matter of fact, some of the policies might be directly linked 
to degradation of quality of life as indicated by the Multidimensional Poverty Index 
(UNDP).  While the Malaysian state of Sabah might be on the way to achieving 
development goals in the economic, social and environmental areas; learning which 
strategies are best suited to the state came at great cost.  Timor-Leste can possibly learn 
from the successes and shortcomings of tourism management in Sabah, in order to draft 
a better model for sustainable tourism management, targeting long term sustainable 
development, as opposed to short term imbalanced gains. 
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1. Introduction 
The purpose of this paper is to examine the tourism management in Timor-Leste 
(TL) and the Malaysian state of Sabah (MS).  MS has an established tourism market, 
while TL is a newly independent country with not much more than the finite oil 
resources, where tourism could serve as an instrument to develop the isolated but 
environmentally bio-diverse country.  Linking policies of sustainable tourism 
management to favourable outcomes in MS with regards to long term development, 
might serve as a model for TL.  The paper lists the factors tourists consider before 
making a trip to new destinations to establish the underlying similarities and differences 
between MS and TL with regard to attracting international tourists.  This shows that TL 
has many similar factors to MS, making them suitable economies for comparing policy 
strategies.  TL has far fewer tourist arrivals than MS at present but given its similarity 
with MS, a growth in numbers can be projected.  This in turn gives learning from MS’ 
policy choices increased importance.  Then the paper uses indicators to compare how 
successful the different aspects of policies are in the three main areas of sustainable 
tourism development.  This paper uses the United Nations World Tourism Organisation 
(UNWTO) definition of sustainable tourism as a reference to evaluate how sustainable 
tourism management is in the focus states and to set the framework.  Sustainable 
tourism as defined by UNWTO develops the economy and the society while preserving 
the environment from damage.  The paper starts firstly by explaining the scientific 
methodology of the paper, then setting the scene by introducing sustainability and the 
international tourism market.  Because of the high importance of the marine ecosystem 
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and scuba diving tourism in the focus states, the marine ecosystems and the scuba 
diving market are hereafter introduced.  Secondly the paper examines the factors linked 
to sustainable tourism management in the three areas of sustainability.  Finally the paper 
aims at drawing conclusions that would be useful when drafting polices for sustainable 
tourism management through linking favourable results to various policy approaches.   
1.1. Methodology 
This paper looks into sustainable tourism management in TL and MS and begins 
by examining the different factors that affect tourists’ arrival decisions.  Amongst the 
factors there are two main types, the first type is country context (CC) and the second 
group is Policy Factors (PF).  The CC group refers to factors contributing to the current 
rate of visitors and local policies can’t influence and include location factors (for 
example, availability of direct flights), natural assets (such as the state of coral reefs), 
and a history of negative media coverage.  The PF refers to the factors that underpin a 
successful tourist destination and can be influenced by the policies for sustainable 
development that are under review in this paper.  The PF group indicators that are 
identified and measured can be directly linked to policies in the three main areas of 
sustainability: economic, social and environmental.  This paper uses internationally 
recognized indicators to link strategies to results in the two states.  In the economic 
factors, indicators such as poverty, price level, GDP and inflation are used, because they 
affect the country and how tourists perceive the country to be a cheap or an expensive 
holiday destination with suitable services.  In the environmental factors, due to the 
importance of coral reefs in the tourism economies of the two states, this paper focuses 
on the health of coral reefs as an indicator for environmental health, and Marine 
Protected Areas’ (MPA) management indicators.  In the social factors, indicators such 
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as children under 5 years’ mortality rates and primary school completion rates are used 
for assessment of social outcomes, because investors in tourist infrastructure (such as 
hotels and tour companies) require a healthy and skilled labour force (and how socially 
developed the destination is would affect tourists’ decision).  Followed by an analysis, 
recommendations are drawn as a result of the comparison, illustrating the link between 
results and practice in the area of sustainably managing tourism for development. 
Wherever possible; comparable data from more than one source have been used 
for comparison and verification, such as the World Bank, United Nations agencies, 
national and international press sources and the countries’ official sources. 
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2. Sustainable Tourism Management 
Managing the expansion of the tourism sector requires not only tapping into the 
international tourism market to boost arrivals, but also preparing the regulations for 
managing tourism sustainably.  In the quest to attract tourists across the long term, 
sustainability in tourism management requires policy that expedites a growing economy, 
healthy environment and developed society, while also protecting the economy, 
environment and society from the impact of increased tourist inflows.  The marine 
ecosystem (especially coral reefs) is of particular concern in the focus states as marine 
tourism forms a significant portion of overall tourism.  While tourism enhances revenue 
raising capacity as the marine ecosystems are increasingly used to attract tourists (for 
example scuba diving), tourism growth can endanger the marine ecosystems (for 
example increased demand for seafood might result in over fishing). In the following 
section, the concepts are introduced in order to establish a background for the work to 
follow in this paper.   
2.1. Tourism 
“Tourism is directly responsible for 5% of the world`s GDP … and one of 
every 12 jobs.” [UNWTO, 2012] 
Tourism became one of the most internationally traded categories, generating 
more than US$ 1 trillion in 2010 worldwide. In addition, tourist arrivals reached 980 
million in January 2011 and are estimated to reach 1 billion in 2012. Internationally 
tourism suffered with the latest financial crisis, and is now growing back exceeding the 
levels of 2008.  Furthermore, air transport and hospitality sectors internationally 
reported overall growth in the year 2011. (UNWTO, 2012) 
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According to the development plans for both states in focus (TL and MS), 
tourism is an area where Politician’s and researchers alike identify potential for growth.  
So far the tourism contribution in both economies is growing.  So far the tourism 
contribution in the MS economy is substantial and growing, while in the economy of TL, 
tourism has not yet been targeted as a national priority and makes a minor contribution 
to the economy compared with oil.  TL might be able to tap into the niche eco-tourism 
market by presenting the country as a destination for eco-tourism in South East Asia 
with easy access from Australia, Singapore and Bali.  
2.2. Sustainability 
“When approached in a sustainable manner, tourism can help drive economic 
growth and alleviate poverty. In fact, tourism has proved to be one of the leading ways 
for least developed countries to increase their participation in the global economy.” 
 United Nations Secretary-General, Ban Ki-moon 
According to the United Nations Millennium Assessment (UNMA), a major 
change in policies, practice and institutions is required to reverse the degradation of the 
ecosystem while continuing to meet the increased human demand for resources. 
(MillenniumEcosystemAssessment, 2005) 
Although tourism has great potential, unsustainable tourism management 
practice can have a negative overall impact.  Therefore, organizations such as the UN 
are advocates of sustainable methods to ensure a balance between all aspects of 
development and guarantee long lasting positive gains.   According to the United 
Nations World Tourism Organization (UNWTO), sustainability takes into consideration 
the three pillars of environment, society and economy.  Therefore, development made 
on one of the pillars without the others is deemed not to be sustainable. (UNWTO, 
2012) 
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Figure 1 Industrial economies and the environment 
With reference to Figure 1 Industrial economies and the environment, the graph 
is known as the environmental Kuznet curve, representing the development of industrial 
economies and its relation to environmental degradation.  Industrial economies strive to 
achieve economic development represented by growth in income per capita while the 
environment suffers from increased degradation as a result of the unregulated industrial 
processes.  However, these economies reach a turning point when they realise that 
environmental degradation affects the economies’ growth, therefore, impose regulations 
requiring investments to be made to preserve and clean the environment.  In this case 
many end-of-pipe technologies are applied to abide by regulations but adding 
substantial costs to industrial processes.  Developing economies on the beginning of 
their path for development do not have to follow the same path.  An alternative route 
exists, with reference to Figure 2 Alternative route, developing economies have a 
choice.  Following the new line achieves the same economic development without 
going through the same stages of environmental degradation (area A) and increased 
investments to clean the environment (area B). 
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Figure 2 Alternative route 
2.3. The Marine Ecosystem 
“Without life in the ocean, there would be no life anywhere on Earth.” (Marine 
Biodiversity—One Ocean, Many Worlds of Life, 2012) 
The marine ecosystem occupies over 90 per cent of the habitable space on the 
planet, and 40 per cent of the world’s population live within 100 kilometres of the coast.  
The services provided by the costal ecosystems are valued at nearly US$ 26 billion 
annually.  Due to commercial over-exploitation of the world seas, between 30 and 35 
per cent of the global marine environment are estimated to have been destroyed.  Rich 
countries have imported more than 80 per cent of commercial fish products, causing 
fish stock to decline and collapse and forcing 20 million people into undernourishment 
in the year 2000. (Marine Biodiversity—One Ocean, Many Worlds of Life, 2012) 
2.3.1. Coral Reefs 
Over one million species, representing one third of all marine species live on 
coral reefs.  Due to direct and indirect human impact, coral reefs around the world are 
dying.  Global warming is causing coral bleaching around the world, which claimed 80 
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per cent of the surveyed coral reefs in the Caribbean and 40 per cent in many places had 
died by 2012. (Marine Biodiversity—One Ocean, Many Worlds of Life, 2012) 
   According to the “Status of the Coral Reefs of the World” report, 19 per cent 
of the coral reef original area has been lost, within the 10-20 coming years an additional 
15 per cent are under threat of loss and 20 per cent are threatened to be lost within 20-40 
years. (Wilkinson, 2008) 
2.4. Scuba Diving and Snorkelling Tourism 
Scuba diving is a strand of wildlife tourism that is growing rapidly around the 
world.  Diving with specialized scuba gear such as regulators and air tanks is taught 
around the world by several organizations.  Although not all scuba divers are licenced, 
official figures of licenced divers give an indicator of the size of the industry as most 
commercial operators require their customers to be certified before taking part in any 
type of scuba diving activities.  The market of scuba diving is worth $8 billion annually, 
as it stood in 2007 and was expected to have grown by 2.5 per cent by the year 2010. 
(CTO, 2008) 
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Table 1 Recreational value of coral reefs in Hawaii in 2001 (US dollars) (Ingram, 2010) 
 
 
Table 1 Recreational value of coral reefs in Hawaii in 2001 (US dollars) , is an 
example of the size of the scuba diving and snorkelling market in Hawaii and the value 
in US dollars as it stood in the year 2001.  As indicated, the scuba diving market has 
direct expenditures such as fees and gear rental and indirectly linked expenditures such 
as accommodation, food and beverages.  In addition, snorkelling does not require 
special training and the gear is significantly cheaper to buy or rent, creating more 
economic value through the multiplier effect.  
P a g e  | 10 
Table 2 the determinants of diver satisfaction in Sipadan (Musa, 2002) 
 
Scuba diving experience is a good example of an eco-tourism activity that is 
based on natural assets and does not require extensive infrastructure investments, except 
mechanisms for protection of coral reef and marine life.  Table 2 the determinants of 
diver satisfaction in Sipadan , indicates the importance of marine life to scuba divers in 
Sipadan Island, MS, and serves as a guideline for what scuba divers look for in a diving 
location.(Musa, 2002) 
2.5. Section Conclusion 
In conclusion and with reference to the size of the international tourism market 
and the concept of sustainability (as identified by the UNWTO), managing sustainable 
tourism requires balanced management to develop the economic, social and 
environmental aspects of a system.  A sustainable approach to tourism development 
ensures that the country develops with long term returns in mind, because the 
development of one aspect is not causing damage to the other two aspects of 
development.  Many countries place the economy and/or society at the centre of 
development policy, but focussing on one area of development.  Neglecting the other 
areas of development can cause a system breakdown or need for massive investments in 
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reversing the damage inflicted on the environment, as indicated in the environmental 
Kuznet curve diagrams above.  The health of the marine ecosystem and coral reefs are 
indicators of the health of the overall environmental systems in a number of countries.  
In the focus states, the sea is the main source of food and income, hence preserving the 
marine ecosystem should be the main priority.  In addition, activities such as scuba 
diving and snorkelling can be indicators of how much tourism is linked to marine 
environment and how degradation of marine life affects tourist arrivals.  Activities such 
as scuba diving and snorkelling are an example of wildlife tourism that fits the niche 
eco-tourism market and is fast growing.  Tapping into this market requires having the 
natural assets and investing in protecting the marine ecosystem of the island nation.  
However, if unregulated, these tourism activities that generate economic value might be 
the reason behind environmental degradation and future loss of value. 
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3. Country Contexts 
This section provides an introduction to both states in focus (MS and TL), listing 
the CC factors in order to draw a picture of the current situation with relation to 
international tourists arrivals and how developed each destination is on the scale of 
international tourism.  The factors are location, natural assets and the history of negative 
international media coverage for TL and MS. Similarities and differences are illustrated 
as these factors are important factors influencing tourist decisions.  The latter factors are 
usually targeted by tourism marketing policies, which is out of the scope of this paper.  
This comparison illustrates the similarities between TL and MS, and that TL has 
potential to develop an elaborate sustainable tourism sector if TL implements policies 
that regulate tourism activities.  As with increased tourist numbers there would be more 
need to protect the environment and the society from the negative aspects of 
unregulated economic growth. 
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3.1. Location 
 
Figure 3 TL and MS location and flight time estimates (Sabah Develoment Corridor Blue 
Print, 2007) 
The location is one of the main aspects affecting visitors’ decisions and 
determines in part the climate, travel options, safety and cost of travel.  Figure 3 TL and 
MS location and flight time estimates , illustrates the locations of Dili, TL and Kota 
Kinabalu, MS and the proximity of flights to hubs in the region.  Both states are in the 
South East Asia (SEA) region within three to four hours flying time to Singapore.  
Therefore, both states are within close proximity to developed economies in the region 
such as Singapore and Australia, , which is an important aspect because tourists from 
these economies have more disposable income and might be willing to invest more in 
leisure activities such as scuba diving and tropical safaris.     
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3.1.1. Timor-Leste 
TL is a member of the Small Island Developing State Network (SIDSN) and is 
located in South East Asia near the northern coast of Australia’s Northern Territories, as 
illustrated in Figure 4 Timor-Leste Overview.  The country is linked with direct flights 
to Bali (Indonesia) approximately two hours flight time, Singapore approximately four 
hours, and Darwin (Australia) approximately one hour flight time.  TL has been trying 
to increase connectivity to international destinations and is establishing a national 
airline called Air Timor to help better connect the island to the world.  
 
Figure 4 Timor-Leste Overview (UN, 2008) 
Dili is the capital city, and is located on the north cost of the island operating the 
only functional international airport in the country, with 55% of urban population in the 
largest city in 2009. (IMF, World Economic Outlook, April 2012) 
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3.1.2. Malaysian Sabah 
According to the Malaysian government, MS is the poorest Malaysian state and 
one of two Malaysian states on the Borneo Island, shared with Indonesia, Brunei, and 
Malaysia.  MS is a member of the Malaysian federal union and has local and federal 
government roles and representations.  
 
Figure 5 Sabah State Map (Sabah Develoment Corridor Blue Print, 2007) 
To date MS is connected with direct flights to nine destinations, the Malaysian 
peninsula, the Philippines, Indonesia, Hong Kong, China, Taiwan, Singapore, South 
Korea and neighbouring Brunei.  MS is connected to these destinations via the two 
national airlines, Malaysian Air and the budget Air Asia.  In addition, the national 
airlines of the mentioned states fly directly to Kota Kinabalu (KK) airport providing 
better connections and competitive pricing.  With reference to Figure 5 Sabah State 
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Map , KK is the major urban hub with the main air and sea ports connecting the state to 
the world, hosts an industrial park and is the main regional growth centre (Sabah 
Develoment Corridor Blue Print, 2007). 
3.2. MS and TL in the News 
 
Figure 6 Top ten most costly natural disasters in South East Asia 1990-2007 (Feng & 
Wang, 2011) 
When a tourist destination appears in the international headlines, the effects are 
long lasting and might change possible visitor’s tourism destination decisions. TL and 
MS have a legacy of negative coverage in the media related to civil unrest and natural 
disasters.  Such negative impact could have a long-lasting effect on tourists’ willingness 
to visit these destinations. As illustrated in Figure 6 Top ten most costly natural 
disasters in South East Asia 1990-2007 , MS and TL are in the region of major natural 
disasters of tsunamis, floods and earthquakes, which is referred to as the “Pacific Ring 
of Fire” as illustrated in Figure 7 Pacific Ring of Fire . In addition, MS and TL remain 
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prone to floods, which claim lives and properties and force people to abandon their 
homes every year (UN, 2008) and (Ayog, Bolong, & Zakaria, 2005). 
 
Figure 7 Pacific Ring of Fire (BBC, The Pacific 'Ring of Fire', Science and Environment, 
2009) 
3.2.1. Timor-Leste 
The eastern half of Timor island was colonised by Portugal until 1975, when the 
Indonesian forces claimed TL as part of Indonesia.  Civil unrest claimed the lives of 
many civilians over the fight for power in the country.  TL remained under Indonesian 
management until 1999, when TL became an independent nation with the help of 
international forces, under UN leadership.  The country gained independence as a result 
of a referendum and was managed by the United Nations until 2002. (GoTL, 2012) 
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3.2.2. Sabah 
 
Figure 8 Malaysian Sabah (Musa, 2002) 
MS had its share of western colonization and was leased and awarded according 
to treaties set by the dominant forces, which were the bases for several modern border 
disputes with neighbouring countries such as the Philippines, Indonesia and Brunei. 
(Salleh, Razall, & Jusoff, 2009) 
Furthermore, MS had a share of the bad news coverage with the incidents of 
tourist kidnapping in 2001, terror warnings in 2003 and tsunami warning in 2005. (BBC, 
BBC Search, 2012) 
3.3. Natural Assets 
Both states enjoy a prime location within the coral reef triangle as identified by 
Status of Coral Reefs Report for the year 2008, with tropical climates and warm 
temperatures.  In addition, both destinations could be associated with the wild image of 
the tropics.  
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3.3.1. Coral Reef Triangle 
 
Figure 9 Coral reef triangle (Wilkinson, 2008) 
Scuba diving tourists seek pristine reefs and biologically diverse habitats.  The 
area between the Philippines, Indonesia, Papua New Guinea and Solomon Islands is 
famous in the diving circles for diversity and known as the “Coral Triangle”.   With 
reference to Figure 9 Coral reef  the area illustrated in white colour highlights the coral 
triangle, representing only two per cent of the global ocean cover, yet, 75 per cent of all 
coral species, 35 per cent of all coral reefs in the world, the largest mangrove forest and 
3000 fish species are found there.  In addition, the triangle is a major route for many sea 
mammals, and a major nursery area.  The annual value of the coral reefs in this region is 
estimated at US$ 2.3 billion, and supports the livelihood of 120 million people.  In the 
year 2007 the Coral Triangle Initiative (CTI) to conserve “Coral Reefs, Fisheries, and 
Food Security” was launched by the Indonesian President Susilo Bambang Yudhoyono, 
and includes TL, Malaysian Borneo, the Philippines, the Solomon Islands, Papua New 
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Guinea and the Exclusive Economic Zone of central and eastern Indonesia.  The 
initiative was supported by the 21 leaders of the Asia Pacific Economic Cooperation 
(APEC) summit in Sydney. (Wilkinson, 2008). 
Table 3 Threat, reef dependence, adaptive capacity, and economic vulnerability ratings by 
country or subnational region for the coral triangle region (Burke, Reytar, Spalding, & Perry, 
2012) 
 
With reference to Table 3 Threat, reef dependence, adaptive capacity, and 
economic vulnerability ratings by country or subnational region for the coral triangle 
region, and according to World Resource Institute, coral reefs in TL and MS have high 
exposure to threat of degradation.  Furthermore, the social and economic vulnerabilities 
related are either high or very high, illustrating the link between coral protection and the 
socio-economic factors. (Burke, Reytar, Spalding, & Perry, 2012) 
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3.4. International Tourist Arrivals in TL 
 
Figure 10 Tourist Arrival Timor-Leste 2006-2010 (MINISTRY OF TOURISM 
TRADE AND INDUSTRY OF TIMOR-LESTE, 2010) 
The TL Government began promoting tourism in the country through events 
such as the peace marathon, the annual bike tour and the underwater photography 
competition hosted by the President of TL.  As indicated in Figure 10 Tourist Arrival 
Timor-Leste 2006-2010 , visitors arriving in the country’s only airport (with tourist visa) 
numbers have been rising, by an average of 33 per cent over the past four years.  In this 
context, it is noteworthy that TL has no other type of visa, therefore, entering the 
country with a tourist visa does not always mean that visa holders are tourists.  (Timor-
Leste Government Portal, 2010).   
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3.5. International Tourist Arrivals in MS 
 
Figure 11 MS international tourism receipts (Sabah Develoment Corridor Blue Print, 
2007) 
The tourism sector is the third sector in size in MS and continues to grow in size 
and in share.  Tourism had contributed 7.4 per cent to MS GDP by 2008 and is expected 
to have contributed 10 per cent for the period of 2008 until 2010.  As a result of the 
international financial crisis, figures did not grow as expected.  However, and as 
indicated in Figure 12 MS International Visitor Arrival , international tourist arrival 
numbers are increasing again. (Sabah Visitor Arrival by Nationality, 2012) 
 








2006 2007 2008 2009 2010 2011
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3.6. Analysis 
TL and MS are located in SEA and are within three to four hours flight time to 
major regional hubs such as Singapore.  While MS has nine direct international air 
connections, TL has only has four direct international air connections.  The difficulty of 
travel and lack of direct flight can be an important factor for international visitors’ 
decisions.  In addition, the location in SEA makes both states vulnerable to tsunamis 
and floods.  Furthermore, TL had a long history of civil unrest, while MS had incidents 
of tourist kidnapping and terrorist attack warnings.  Despite that, TL is strategically 
located in the Coral Triangle and the MS eastern shores enjoy the biodiversity and 
variety of marine life of the Coral Triangle.  Hence, MS has an advantage with regard to 
ease of travel from and to the main urban centre KK.  TL is also relatively 
disadvantaged as it has a longer and more intense history of negative international 
media coverage throughout the civil unrests.  However, MS and TL might be 
comparably on par with regard to natural assets in the marine biodiversity region.   
There are several certification bodies in the scuba diving market that are setting 
the standards for scuba diving education.  The Professional Association of Diving 
Instructors (PADI) is estimated to have certified 70 per cent of divers annually.  In an 
informal interview with Mr Carnadie, Regional Manager for PADI, he expressed 
interest in the scuba diving market in TL for several factors, most importantly natural 
assets and proximity to the northern Australian territories.  Mr Carnadie noted the 
absence of diving shops in the northern territories due to bad diving related conditions 
and danger of crocodiles and added that additional flights with lower cost linking 
Darwin, Northern Territories and Dili might help the diving market grow even more.  
[Carnadie, 2010].  Diving figures were not available from any of the four scuba diving 
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operators in Dili or PADI Asia Pacific regional office.  More effort to better connect TL 
and advertise the natural assets might prove beneficial for international tourist arrival 
figures, because TL has natural assets and a location that could be as attractive as MS, 
which successfully attracts high numbers of tourists. 
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4. Policies 
In this section, the economic, social and environmental policies are described 
and internationally accepted indicators are used to attempt to establish a link between 
these policies and the associated changes in the respective areas in relation to 
sustainable tourism.  This model of strategy could be helpful for TL to draft future 
policies in the event that the country decides to pursue the course of sustainable tourism 
development as a tool for country development, building on the successes and the 
shortcoming of MS strategies. 
4.1. Economic Policies 
With reference to Table 4 Real GDP growth comparison TL and Malaysia , TL 
appears to have started slowly and then is booming from the year 2007 despite the 
international economic downturn.  Malaysia as a whole follows a more stable trend and 
has been affected by the international financial crisis in 2009.  In order to further 
analyse the state of the economy as a whole, additional indicators would be able to 
explain the whole picture related to the economic growth in TL and MS. Therefore, the 
economic policies section of the paper discusses indicators such as inflation rate, 
Foreign Direct Investments (FDI) and not only GDP growth rate.  These indicators can 
affect international tourist decisions as well as investors in the tourist industry: higher 
GDP would signal a strongly developing economy, which would encourage investment 
in the tourism sector but higher inflation rates usually drive commodity prices higher 
than markets with lower inflation rates and affect the service market by increasing 
service prices and associated goods, which would repel tourists and investors.  
Additionally, the FDI state represents trust in the economy and how attractive for 
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business the country is, signalling to other investors the attractiveness of the economy.  
Therefore, these factors and indicators are listed for comparison between the two focus 
states.  





2004 2005 2006 2007 2008 2009 2010 2011 
Malaysia 6.8 5.3 5.8 6.5 4.8 -1.6 7.2 5.1 
TL 4.4 6.5 -3.2 11.7 14.6 12.8 9.5 10.6 
4.1.1. Timor-Leste 
TL is dependent on oil returns, which used to be mainly invested in US Treasury 
Bills, leaving very little room for expenditure in the local infrastructure, the oil revenues 
have increased five-fold over the last six years, coupled with more expenditure in the 
local market [IMF, 2009].  
 
Figure 13 Government expenditure and inflation in US$ million (MoFTL, 2012) 
As illustrated in Figure 13 Government expenditure and inflation in US$ million 
, there is a visible relation between increased government spending and inflation starting 
P a g e  | 27 
from mid-2010, which has been additionally attributed to the international financial 
crisis in the major trading partners market. (MoFTL, 2012) 
4.1.1.1. Foreign Investments 
The government introduced the first Foreign Direct Investments (FDI) law in 
2005, with decreased taxes for FDI in the country. [Law on External Investment 2005, 
2005]. Table 5 Estimated Value of FDI Licenses Issued in Timor-Leste  indicates active 
FDI in the year 2006.   
Table 5 Estimated Value of FDI Licenses Issued in Timor-Leste (Trade Invest Timor-
Leste, 2010) 
  2006 2007 2008 2009 
Sector/Activities: Planned/Intended FDI (in USD  million) 
Hotel services 44.8 12.9 0.0 45.3 
Coffee 13.1 0.0 0.0 0.0 
Fishing & Industrial fishing 27.4 5.2 0.0 14.0 
  2006 2007 2008 2009 
Construction  3.7 3.4 0.0 9.7 
Real Estate & PropertyDev. 1.0 9.0 10.8 0.0 
Agro-Business (exclu. coffee) 10.4 0.0 0.2 0.0 
Plantation-Cane Sugar 0.0 0.0 100.0 0.0 
Wholesale-Retail-Import Trade 2.5 1.3 0.0 0.0 
Construction material 1.2 0.0 0.0 1.4 
Transportation 0.0 0.2 4.0 0.0 
Commercial Banking 5.6 0.0 0.0 0.0 
Others 50.5 12.3 3.4 15.1 
Totals 160.2 44.3 118.4 85.5 
However investments almost came to a complete stop with the exception of 
hotel services and reconstructing in the year 2009.  Although, hotel and service 
industries were amongst the very few sectors that attracted foreign investment in TL, the 
ease of doing business in the country is ranked at 168 out of 183 countries reviewed by 
the World Bank (Economy Rankings, 2011).  This might explain the situation with FDI 
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in TL with regards to hotel investments as indicated in Figure 14 Number of hotels in 
Timor-Leste 2001-2010 . 
 
Figure 14 Number of hotels in Timor-Leste 2001-2010 (MINISTRY OF TOURISM 
TRADE AND INDUSTRY OF TIMOR-LESTE, 2010) 
In addition, the presence of the UN mission in the country creates a parallel 
economy and attracts investments in the service sector.   Nevertheless, the UN mission 
is scheduled to close down and leave TL by December 2012, which raises concerns 
about the investments made in the service sector if international tourist numbers don’t 
replace the UN demand in the market. 
As illustrated in Table 6 Estimated Values of FDI Licenses Issued in Timor-
Leste by Country of Origin , most foreign investments are Australian in numbers and 
Indonesian in value, with only a very small portion of Portuguese investments, mainly 
in the communication, hotel and banking sectors.   
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Table 6 Estimated Values of FDI Licenses Issued in Timor-Leste by Country of Origin 
[TradeInvest Timor-Leste, 2010] 
Origin Number of Investments Estimated Value of Investment 
Indonesia 5 $105,010,000.00 
Australia 32 $95,550,973.00 
Timorese & other  JV 12 $80,777,553.00 
Timorese 3 $34,531,260.00 
Republic of Korea 7 $21,715,000.00 
Portugal 6 $9,616,036.00 
Others & mixed JV`s 12 $50,163,109.00 
TL has to import almost everything for local consumption due to a lack of local 
produce.  Virtually the only non-oil export is coffee with 30 per cent of the population 
involved in coffee growing, almost 67,000 households. (WorldBank, Diagnostic Trade 
Integration Study, 2010) Despite that, the government capital expenditure for the year 
2010, of USD 217 million, has a 65 per cent share for road development and electricity, 
while tourism, justice and agricultural projects combined accounted for less than six per 
cent [Budget Book 1, 2010]  According to The World Bank, coffee has great potential 
and is listed at the top of exports, but most investments were in the hotel services and 
only one investment was made in the coffee plantation in Ermera in 2006 [Trade Invest 
Timor-Leste, 2010].  The previous figures give an indicator of how investors find more 
value in the service sector, and if the government wanted to touch on the lives of the 
masses involved with coffee farming to diversify the economy, serious efforts to invest 
in the agriculture field require better focused methodology.   
4.1.2. Sabah 
Sabah’s main exports are palm oil, timber, cocoa beans and rubber (Monthly 
Statistical Bulletin Sabah, 2009). In 2005 the service sector had 48.9 per cent share of 
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MS GDP, providing the highest number of jobs, accounting for 53.3 per cent in 2006.  
As illustrated in Figure 15 Distribution of employment in MS, MS economy is changing 
to a service economy after it was dominantly an agricultural economy.  (Sabah 
Develoment Corridor Blue Print, 2007) The diversification of MS economy and 
building a service economy could be interpreted as a positive sign, especially following 
the negative impact of Palm Oil Plantations (POP) (losing forest cover) and the 
associated social aspects with POPs as will be discussed later in the paper. 
 
Figure 15 Distribution of employment in MS (Sabah Develoment Corridor Blue Print, 
2007) 
With reference to inflation levels and the consumer price index, MS was 
affected by the international financial crisis and inflation rates in the whole of Malaysia 
went up by 5.4 per cent in 2008. However, inflation in 2010 went down to 1.7 per cent 
to similar levels to the pre-2008 trend. (World Development Indicators, 2012).  With 
reference to Table 7 Selected CPI indicators Sabah , MS was less affected by the 
increase in prices, however the increase in food and non-alcoholic beverages may 
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indicate an area where a strategy change would be beneficial in the future especially 
when linking food security to poverty levels.  
Table 7 Selected CPI indicators Sabah (Monthly Statistical Bulletin Sabah, 2009) 















 1.0 11.7 3.6 3.8 36.0 2.2 
2006 103.7 101.3 112.9 98.5 99.6 103.8 102.0 
2007 105.9 103.1 114.9 97.5 100.3 107.4 102.5 
2008 112.3 106.2 114.9 96.7 101.6 117.8 103.4 
2008 
Jan 
107.9 104.9 115.2 97.1 101.6 111.4 102.8 
2009 
Jan 
113.9 108.2 116.5 96.4 102.0 123.8 104.6 
 
4.1.2.1. Foreign investments  
According to the World Bank, Malaysia as a whole is in the 18
th
 rank over the 
world on the Ease of Doing Business Index (Economy Rankings, 2011).   
Indicators from the employment market Figure 15 Distribution of employment 
in MS  , and online government sources show a constant growth in the manufacturing 
and service fields. (DailyExpress, 2012) With reference to Figure 16 Investment by state 
2011-2012  investments continue to increase in MS ranking first amongst Malaysian 
states. (MIDA, 2012) 
                                                 
1
 2005=100 
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Figure 16 Investment by state 2011-2012 (MIDA, 2012) 
4.1.3. Analysis 
This section analyses the policies in place in the two economies, in light of the 
economic indicators presented, in an attempt to assess the effectiveness of economic 
policies. 
Since independence TL (according to the government) has been prioritising 
building a basic infrastructure and tending to the basic needs of the people.  According 
to the TL budget books, 2010 and 2011, the priorities are big ticket items including 
grand plans and an aim to boost GDP growth.  Nevertheless, the budget composition 
suggests the government is neglecting social priorities and environmental priorities in 
addition to increasing recurrent expenditure in an economy already overwhelmed by 
rising inflation.  The government announced that despite all the spending from the 
petroleum fund on the vastly debated power plans, US$ 10 billion were still available by 
the end of April 2012. (GoTL, 2012) 
“Ten-year anniversary and more than ten billion in Petroleum Fund 
marks new milestone for Gusmão Government’s good governance structures in 
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management of Petroleum Sector” (Ten-year anniversary and more than ten billion in 
Petroleum Fund, 2012) 
According to the inflation analysis by the TLMoF the increased recurrent 
expenditure contributed to increased inflation and affected the local purchasing power.  
Due to the fact that TL uses the United States Dollar, the international increase in food 
prices and the deflation of the United States Dollar against the currencies of trade 
partners in the region drove inflation higher.  According to the Timor-Leste Institute for 
Development Monitoring and Analysis (La’o Hamutuk) the government spending 
exceeds the Estimated Sustainable Income (ESI) policy that aim at setting the ceiling for 
total government spending in order to remain sustainable per the law. (GoTL, 2012)  
More than one billion USD, which represent almost one third of the public spending for 
the period 2009-2011, was invested in the heavy oil power project that neglects 80 per 
cent of the population directly living off agriculture.  While investments in the power 
generation could benefit the economy and the “grand development plans” of the current 
government, direct investment that touches the lives of the masses involved in 
agriculture such as clean water and sanitation, might prove more beneficial in tackling 
degrading levels of life in TL.   The country is 90 per cent dependant on oil returns and 
there are no signs of investments in sustainable income sources. (La'oHamutuk, 2011)  
Therefore, regardless of the increased spending and grand plans, the TL economy is not 
diversified and still relies on oil.  TL might be making the same mistake MS made: 
relying on one sector; TL is focussing on developing downstream oil industries, despite 
its finite oil reserves.  MS is now trying to diversify by transferring the economy from 
an oil-dependent one to a more diversified economy offering a balanced job market with 
investments in sustainable tourism and services. 
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Regardless of the “double digit” GDP growth, very few sectors are receiving 
most of the funds, and there is no evidence of any decrease of poverty in the society as a 
result of the spending, which might indicate a further division in the society and 
increase in poverty levels.  The government of TL could be valuing quick political gains 
over investing in the alleviation of poverty and investment in non-oil sectors.  
 MS has come a long way from the poverty levels in 1990, and witnessed 
transformation in the economic sector from agriculture and fisheries to a more service 
based economy attracting local and foreign investments.  MS is still the poorest 
Malaysian state, and the government policies have shortcomings regarding the setting of 
the minimum wage below the poverty level in the state.  Although, development has 
been slow, GDP levels kept steadily rising alongside reductions in poverty rates and 
development in the social aspects.  While the CPI was affected by the international 
trends, the inflation level in 2010 is back to a similar level as before 2008 and FDI is 
increasing.  The economy has been affected by major incidents such as a tsunami in 
2005 and the global financial crisis in 2009.  Nevertheless, despite the setbacks, the 
economy in MS is on a steady rise, unlike the economy of TL that is booming with 
increased dependency on oil returns, threatening a major collapse to the system if oil 
prices fluctuate or if oil reserves are exhausted before the non-oil economy is 
developed.  Planning to diversify the economy with focus on tourism could benefit TL 
immensely especially if well balanced with the society development and environmental 
protection. 
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4.2. Environmental Policies 
Coral reefs are the main source of food for most of the people on island nations 
and are the main asset in terms of supporting marine life, most notably fisheries.  In 
addition, healthy coral reefs provide an attraction to tourists, being the base for superb 
bio diverse attractions.  Additionally and according to the Reef Check organization, the 
coral reef around the world is under threat despite the high value linked to coral reefs, 
which -if managed well- are estimated to be USD 16 billion annually in Malaysia alone.  
Therefore, and in order to measure the effectiveness of the environmental policies in TL 
and MS, the coral reefs’ state and marine protected areas’ wellbeing indicators are of 
high value.  To measure the marine ecosystem health the Reef Check methodology and 
indicators will be referenced in TL and MS. To further illustrate the methodologies of 
Reef Check, an introduction along with methodology explanation precedes the 
environmental indicators discussion. 
4.2.1. Reef Check Methodology 
 
Figure 17 Reef Check International 
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With reference to Figure 17 Reef Check International, Reef Check (RC) is non-
profit organization that was established in 1996 and aims at empowering people to 
better protect reefs and oceans through education and protection programs.  Reef Check 
Malaysia (RCM) is one of the many branches around the world that runs regular 
surveys of reefs in Malaysia.  In TL Reef Check operates under the cooperation efforts 
between Charles Darwin University of Australia and TL Directorate of Fisheries and 
Aquaculture (TLDFA).  
 
Figure 18 the Transect Line (Status of Coral Reefs in Malaysia, 2011) 
RC methodology for surveying reefs consists of surveying the same sites year 
after year to establish comparative data over time for the fish, substrate, coral cover and 
coral damage.  As indicated in Figure 18 the Transect Line, surveys are run over a 100 
meters line in four 20 meter sections with five meters intervals in between.  These 
efforts aim at building an international reef data base that would aid stakeholders and 
decision makers in MPAs to identify reasons behind degradations of coral cover and 
fish population health and establish protection mechanisms and regulations.  RC aims at 
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involving local stakeholders and governments in the surveys and looks into the major 
fish species, coral cover, nutrient indicators, incidence to coral and substrate abundance.  
Collecting this information enables researchers to connect results to reasons, such as 
increased number of Crown of Thorn star fish (COT) which is one of the major issues 
affecting coral reefs around the world including MS and TL.  COT feeds on coral reefs 
and could be linked to collection of Trumpet Triton for the high value of the shell for 
commercial purpose.  With reference to Figure 19 Trumpet Triton attacking a Crown of 
Thorn star fish , Trumpet Triton is the natural predator of the COT, and with less 
predators around  COT numbers are increasing and causing serious damage to coral 
reefs.  Other indicators such as the increase in nutrient indicators in the surveyed sites 
would refer to either increased run of fertilizers and/or sewage, which in turn indicate 
the local strategy of dealing with fertilizer run off and/or general sanitation approach 
such as directing sewage to the sea without any or with minimal treatment. (Reef 
Check) 
 
Figure 19 Trumpet Triton attacking a Crown of Thorn star fish (Tellus Consultants) 
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4.2.2. Coral Reef Indicators 
Two main cites were monitored and surveyed in TL under the Reef Check 
initiative, Behau (K41 station) and Atauro island in the years 2004, 2005 and 2008.  The 
coral cover at Atauro Island close to the capital Dili, was destroyed in large areas and 
large fish were rarely observed.  In addition, fishermen are increasingly targeting 
smaller fish with dynamite, cyanide, damaging coral while spear fishing and with the 
“Acanthua” toxin tree branches.  In comparison, Behau (K41 station), which is 
commonly used by scuba divers has no recently killed coral or bleached coral and 
commercial fishing was rarely witnessed. (Wilkinson, 2008) 
 
 
Figure 20 Incidence of impacts for K41 at 6m on 23/Jul/2011 (Penny, 2011) 
With reference to Figure 20 Incidence of impacts for K41 at 6m on 23/Jul/2011 
and Figure 21 Mean fish abundance for K41 at 3m on 23/Jul/2011, Behau (k41 station) 
was surveyed in 2011 under the Reef Check program, by employees from TLDFA, 
working in a team headed by Shane Penny from Charles Darwin University, Australia.  
The results were similar to earlier surveys as the coral cover did not suffer from 
significant bleaching or damage, but the fish population observed was very small. 
(Penny, 2011) 
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Figure 21 Mean fish abundance for K41 at 3m on 23/Jul/2011 (Penny, 2011) 
According to La’o Hamutuk, environmental laws are basic and relaxed in TL, 
and the environmental “Basic Law” was introduced 0n the 20th of September 2011. 
(La’o Hamutuk) 
Nevertheless and according to the TLSDP, the government would even make 
exceptions for investors and relax the laws even more “after evaluating business gains”. 
(Gusmão, 2010)  While the country continues to develop downstream oil economy in a 
country that is estimated to have oil for no more than 20 years, other sectors are 
diminishing and the main electricity generating station is heavy oil based, despite the 
possibility to have 100 per cent renewable power generation with staged and diversified 
investment (Martifer, 2010) or be completely hydro dependant with 100 per cent EU 
funding. (Norconsult, 2006) 
With reference to Table 8 Marine protected areas (MPA) in South East Asia 
(SEA), TL has one MPA, but little is known about reef state.  In comparison, MPAs in 
MS are managed by the state government and a lot more is known about the state of the 
fisheries and the coral.  As a matter of fact, more MPAs are being considered in the MS, 
building on the success of the current and past MPAs. (Summary Report for MPA 
Malaysia, 2010). 
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Table 8 Marine protected areas (MPA) in South East Asia (SEA)  
 
With reference to Figure 22 MPA's in Malaysia , the majority of the coral reefs 
are protected in MS, and with reference to Table 8 Marine protected areas (MPA) in 
South East Asia (SEA), 16 per cent of the MPA’s in Malaysia had a good management 
rating in the year 2008. (Wilkinson, 2008) 
Nontheless, coral reefs had a major setback with the 2004 tsunami and recovery 
is estimated to take as long as 10 years.  In addition, dynamite fishing is still an issue in 
MS regardless of the government efforts and the Malaysia Coral Reef Society (CoRal 
Malaysia). (Wilkinson, 2008) 
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Figure 22 MPA's in Malaysia (Summary Report for MPA Malaysia, 2010) 
Regardless of the increased MPAs, the coral reef quality suffered a major 
decline from the mid-80s. The decline in quality is largely attributed to major natural 
disasters such as the tropical storm Greg that hit the corals in 1996 and as a result of 
increased water temperature and bleaching.  In addition, outbreaks of crown of thorns 
(COT) threaten the coral cover, which could be largely attributed to the over-fishing of 
the natural predator of the COT star fish (Trumpet Triton).  With reference to Figure 23 
Coral cover in Tunku Abdul Rahman Marine Park off Kota Kinabalu, coral cover is 
decreasing despite being in a MPA.  In addition to the natural disasters, increased 
mangrove clearing in the area of Kota Kinabalu may have affected the quality of sea 
water, and fishing with explosives inflicts damage on the coral reefs. (Environmental 
Indicator Report, Sabah, Malaysia, 2003) 
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Figure 23 Coral cover in Tunku Abdul Rahman Marine Park off Kota Kinabalu 
(Environmental Indicator Report, Sabah, Malaysia, 2003) 
According to Reef Check Malaysia (RCM), which has been surveying the reefs 
of Malaysia since 2007, Malasyian reefs are recovering from the 2010 bleaching event 
that is estimated to have killed five to six per cent of the Malaysian coral cover.  The 
areas surveyed in 2011, however, showed a relatively high level of living coral of 42.57 
per cent.  Furthermore, surveyd areas showed that high valued marine life is either 
showing a slow recovery from past over-fishing, or could possibly indicate poaching 
inside the MPAs. In addition and among the main threats to coral cover in MS is fish 
bombing, sedimentation, alge over-growth, fishing pressure, and COT.  (Status of Coral 
Reefs in Malaysia, 2011) 
4.2.3. Deforestration 
TL and MS have a mutual problem related to deforestation and the slash and 
burn methodology for creating agricultural land either for commercial purposes or 
because of increased demand for food due to human population growth.  In the case of 
MS POPs dominate the exports and the crops, and occupy more than 15 per cent of MS 
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forest cover.  POPs are found to support less biodiversity and create barriers between 
forests isolating animal communities (Bruhl & Eltz, 2010).  In a different study POPs 
were found not to be comparable to rain forests in carbon storing above ground, fuelling 
the concerns about increased loss of carbon storage from conversion to POPs (Morel, et 
al., 2011). 
However, MS restricts growth in the POPs and introduced guidelines for POPs 
and companies operating in this sector need to comply with the environmental and 
social risk mitigation measures before being licensed to operate in the state (Summary 
Report against RSPO MYNI Requirement for IOI Corporation Bhd, Pamol Estates, 
Sabah, 2008). 
4.2.4. Analysis 
Coral reefs in surveyed sites in TL were in a better condition where scuba divers 
regularly visited whereas reefs were damaged near major urban centres as a result of 
increased illegal fishing practice.  Additionally, fish abundance of commercial fish 
species was very low near the major urban city of Dili.  While the government of TL 
treats GDP indicators as a primary goal for most policies in the quest for economic 
development, MS shows signs of paying more attention to the health of the marine 
ecosystem challenging the damage inflicted by natural disasters and illegal fishing 
practice.  In MS the coral reefs had many documented major setbacks as a result of 
natural disasters, such as bleaching and tsunamis and due to continued illegal fishing 
practice, regardless of increasing MPAs along the coasts of MS.  The establishments of 
the MPAs in MS were not enough to protect the coral reef from natural disasters and 
illegal fishing practice.   Therefore, TL could build on the experience of MS to pay 
more attention to the environment; declaring an area an MPA is not enough for 
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protection.  Monitoring, and follow-ups  with regulations and working with the local 
communities such as the work of Reef Check and establishing local organizations 
similar to the Malaysia Coral Reef Society would further involve local stakeholders and 
guarantee long lasting results.  An example of this practice is the K41 site in Behau 
village TL, were the locals realized that scuba divers come for this attraction bringing 
business to the small village along the northern coast of TL, evidently surveys by RC 
documented that coral reefs were in a better state than the reefs between the city of Dili 
and the island of Atauro. 
4.3. Social Policies 
The social aspect of policies is the third pillar of sustainability, as without a 
healthy and educated workforce, the service sector would collapse and foreign investors 
would probably seek alternative destinations where the conditions are more suitable for 
a profitable business practice.  TL and MS are poor states and require development to 
enhance the daily livlihoods of the majority of their citizens.  Social policies are needed 
to target the poor aiding them with health care and education, achieving economic gains 
without inflicting damage on the environment. 
4.3.1. Major Social Indicators 
The social indicators in TL are linked to social policies that tend to vary greatly 
by which government is in power.  Since the independence in 2002 TL had two main 
governments, the Revolutionary Front for an Independent East Timor (FRETILIN) and 
the AMP coalition of parties.  While the FRETILIN government prioritises education, 
health and is perceived to be more sustainable with regards to expenditure from the 
Petroleum Fund, the current government lead by AMP coalition is in favour of spending 
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more money from the oil fund beyond the sustainable levels.  Sustainable levels are 
defined by the TL Petroleum Fund law as "the maximum amount that can be 
appropriated from the Petroleum Fund in that Fiscal Year and leave sufficient resources 
in the Petroleum Fund for an amount of the equal real value to be appropriated in all 
later Fiscal Years." (La’o Hamutuk) 
 
Figure 24 State Expenditures TL (La’o Hamutuk) 
The current government might be prioritising quick gains on the GDP indicator 
over other aspects of social necesitites, such as health and education.  Figure 24 State 
Expenditures TL, illustrates the significant growth of TL expenditures, which were 
mostly directed at electricity and downstream oil processing. (La’o Hamutuk) 
With reference to Figure 25 Manufacturing wages and primary school 
enrolment in 2010 , a comparision between average manufacturing wage in the year 
2010 and the primary school enrollment indicates that wages in TL are a lot higher 
compared to other Asian countries and to the level of education.  Furthermore, if 
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compared to primary school completion rate, the proportion would be even higher as the 
government of TL is possibly focusing on enrollement levels in primary schools as they 
show an increase, while completion rates are not reflecting a similiar increase.  This 
might be a discouraging factor to investors, further affecting employment rates and 
poverty levels. (MoFTL, 2012) 
 
Figure 25 Manufacturing wages and primary school enrolment in 2010 (MoFTL, 2012) 
4.3.1.1. Poverty in TL and MS 
TL`s poverty prevalence rose 13.9 per cent between 2001 and 2007 to reach 49.9 
per cent of the population living below the poverty line [Timor-Leste Standards of 
Living Survey, 2007]. Since then, poverty has decreased by 8.9 per cent relative to the 
pre-2006 levels which could largely be attributed to the effect of the crisis and the break 
of violence in 2006 that caused an increase spike in poverty levels [WorldBank, Poverty 
Note, 2010].  Despite the argument that the current government’s strategy aims at 
reducing poverty levels, according to the UNDP Human Development Report for the 
year 2011, on the Multidimensional Poverty Index (MPI) (which detects the different 
aspects of deprivation in a single household for the year 2011) TL deprivation is/or 
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more than 50 per cent and people who are vulnerable to poverty are between 20 to 30 
per cent as indicated in Table 9 TL MPI for 2011. (Human Development Report, 2011) 
Table 9 TL MPI for 2011 (Human Development Report, 2011) 
MPI value Headcount 
(%) 















0.360 68.1 52.9 18.2 38.7 37.4 
While the rest of Malaysia achieved the Millennium Development Goal of 
halving the 1990 incidence of poverty and reached 4 per cent in the year 2009, MS had 
an average decline of 1.6 per cent a year from 35 per cent in 1990, leaving MS as the 
poorest Malaysian state with a poverty rate of 19.7 per cent as of 2009 as indicated in 
Figure 27 Total poverty incidence by state 1990-2009 (%) (The Millennium 
Development Goals at 2010, 2010).  Unemployment in MS was 5.6 in 2010 with a 
marginal decrease from 5.8 per cent in 2006. (Bernama, 2011)  With reference to Figure 
26 Unemployment rate trend, MS unemployment is higher than the Malaysian average 
of 3.1 per cent.  (The Millennium Development Goals at 2010, 2010) 
 
Figure 26 Unemployment rate trend (Sabah Develoment Corridor Blue Print 2008-2025, 
2007) 
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Figure 27 Total poverty incidence by state 1990-2009 (%)  (The Millennium Development 
Goals at 2010, 2010) 
4.3.1.2. Education and health in TL and MS 
In addition, and with reference to Table 10 Primary School Completion Rate TL  
while primary school completion rates in TL are declining, Malaysian primary school 
completion levels kept increasing to reach 99 per cent in 2005 (World Development 
Indicators, 2012).  
Table 10 Primary School Completion Rate TL (World Development Indicators, 2012) 
Year 2008 2009 2010 
% 
79 68 65 
In the health sector mortality rates for under five year olds have been decreasing 
in MS to be the lowest in Malaysia in 2007, as referenced in Figure 28 Under five and 
infant mortality rates by state, 1990 and 2007  (The Millennium Development Goals at 
2010, 2010). 
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Figure 28 Under five and infant mortality rates by state, 1990 and 2007 (The Millennium 
Development Goals at 2010, 2010) 
In TL there has been a steady decrease in mortality rates for children under five 
per 1000 births until the year 2010, when rates increased again as referenced in Table 11 
Mortality rate under 5 per 1,000 live births TL 
Table 11 Mortality rate under 5 per 1,000 live births TL  
Year 2008 2009 2010 
Mortality rate, under-5 (per 
1,000 live births) 
62.3 58.5 80.5 
4.3.2. Palm Oil Plantations Social Impact in MS 
In MS POPs dominate the exports and the crops, and occupy more than 15 per 
cent of the forest cover, in the process of generating such an outcome, there are severe 
environmental and social impacts that affected MS and several other states in SEA.  
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According to a report by Friends of the Earth, large scale POP found to have enormous 
negative social and environmental impacts causing hundreds of deaths and destroying 
the indigenous cultures, in addition to possibly being the most conflict filled economic 
sector in Malaysia, and is largely riddled with injustice. (Wakker, 2005) 
In the quest of eradicating the negative impacts associated with POPs, MS 
requires companies to undergo an assessment before getting a certification for POPs’ 
management in the state including environmental and social assessments (Summary 
Report against RSPO MYNI Requirement for IOI Corporation Bhd, Pamol Estates, 
Sabah, 2008).  According to the Environmental Impact Assessment (EIA) Guidelines 
for POP development, Sabah, water supply management and joint ventures with the 
locals are amongst the key mitigation areas that are regulated by the governmental 
measures (EIA, Guidelines Oil Palm Plantation Development, 2002). 
4.3.3. Analysis 
In the social area TL’s indicators paint a negative picture to what seems to be an 
overall continuous degradation of living standards for citizens in the country.  In the 
education area the focus on primary school enrolment is achieving results and 
improving figures.  However, the higher rates of enrolment are followed by a lower 
primary school completion rate, which could indicate the lack of a holistic approach to 
tackle the shortcomings of the education system.  This again might be an indicator of a 
shortcoming in policies’ ability to strategically tackle social issues.  In addition, changes 
in government have major impacts on policies and priorities, as indicated by 
fluctuations and the recent spikes in indicators, which could be minimized if different 
political leaders agree on the same long term development goals prioritising the basic 
rights of health and education for citizens.  Power generation and downstream oil 
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developments should not take priority over health and education when planning for 
sustainable development, because an uneducated workforce is not going to operate the 
increasing infrastructure investments.  That in turn might lead to creating an additional 
problem of importing a workforce to operate the major investments and might lead to 
pushing the TL citizens to migrate away or to increased social tensions. 
  While in MS poverty is still a problem, child mortality is the lowest in the 
country after having the highest rate in the whole of Malaysia in the year 1990.  Social 
indicators in MS show slow and steady improvements regardless of the power transfer 
between parties in the local and federal governments, which indicates a focus on the 
basic priorities.  POPs is the largest money generating sector on the island of Borneo, 
however and regardless of the economic temptations, MS is limiting expansion in POPs 
to guarantee mitigation of social and environmental impacts.  This could serve as an 
indicator that the strategic policies in MS prioritises social and environmental aspects 
over plain economic quick gains with probable long term negative impact on the society 
and the environment. 
Policies in MS are not perfect and there is always room for development, in 
recent news, the government was criticized for the minimum wage standard of RM800 
for MS and Sarawak, while the Poverty Line Index (PLI) for MS is RM960 per month. 
(Lim, 2012). Setting the minimum wage below poverty levels could indicate that the 
government wishes to create more job opportinities, but is not serious about fighting 
poverty and might explain why the state has the highest levels of poverty in Malaysia.  
However, the case of POPs, might indicate that the government is willing to learn from 
past mistakes and limit social impacts as a result of economically driven decisions. 
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TL could benefit from the experience of MS in the case of POPs, were the sector 
caused a lot of environmental and social damage before the government of MS had to 
make additional investments and put extra effort into reversing the negative impact.  
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5. The Way Forward 
5.1. The Strategic Development Plan of Timor-Leste 
The main goals for the latest development plan 2011-2030 remain the same as 
the previous plan 2002-2020, aiming at reducing poverty and hunger and promoting 
education, services, roads and electricity.  As a post conflict country TL also aims to 
promote national identity (Gusmão, 2010). 
According to the TL Strategic Development Plan (SDP), the country will 
become by 2030 a middle income country through investments in the oil and tourism.  
The SDP as well emphasises the “Double Digit” growth the government was able to 
achieve through increased spending and argues that the ESI was calculated in a 
conservative way, so concerns about exceeding the sustainable levels of spending might 
be unwarranted. 
The SDP discusses human and infrastructure development plans emphasizing 
plans to deliver power, build roads and ports.  The SDP discusses the improvements of 
clean drinking water and sanitation access, but only at a later stage to roads and power 
development.  Putting clean water access on the top of the priorities could prove very 
beneficial as the lack of access to clean drinking water in TL is linked to many diseases 
and child mortality. 
TL aims at combating climate change by using irrigation and minimizing the 
effect of flooding by promoting agricultural development.  Regardless of mentioning 
the tourism as a main priority, the SDP discusses promoting “high-end beach and eco-
tourism” after preparing the tourism infrastructure by building an eastern airport and 
leasing land for resort development.  With these actions, TL is focusing on high-end 
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tourism, which needs to be though out carefully considering the possible negative 
impacts first. 
5.2. Sabah Development Corridor 
Sabah Development Corridor (SDC) is a government project that aims at 
enhancing the quality of life in MS.  SDC consider seizing greater economic 
oportunities with balanced ditribution of economic growth in the state of Sabah.  SDC 
operates while ensuring the environmental conservation to acheive sustainable 
development, under the theme “Harnessing Unity in Diversity for Welth Creation and 
Social Well-Being”.  With reference to Figure 29 Sabah Development Corridor vision 
and mission , the development is planned to be in seperate phases: phase one is to start 
in 2008 for two years until 2010 focusing of infrastructure, economy and poverty 
eradication, phase two is from 2011 until 2015 and will focus on “higher value-added 
activities”, and in phase three from 2016 to 2025, MS would be an established 
destination for FDI in the region (Sabah Develoment Corridor Blue Print, 2007). 
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Figure 29 Sabah Development Corridor vision and mission (Sabah Develoment Corridor 
Blue Print, 2007) 
5.3. Analysis 
Until recently, conflict had a major influence on the life in TL, and the effects 
are clear on the country, the people and the government policies.  Many studies attribute 
most of the current negative aspects to conflict and colonization.  According to Francis 
Fukuyama, getting over the past and focusing on the future was one of the reasons that 
allowed Japan to achieve better economic standing than Germany after WWII. 
The SDP was drafted under the same government that decided to exceed the ESI 
in pursuit of a double digit GDP.  Therefore, the SDP explains how important double 
digit GDP growth is, despite concerns that “inequality might have worsened over the 
last few years” as commented by Finn Reske-Nielsen, in his capacity as Acting Special 
Representative of the Secretary General (SRSG) of the UN peace keeping mission in 
Timor Leste (UNMIT) (Reske-Nielsen, 2010). 
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According to La’o Hamutuk, the SDP has ambitiously set goals about 
developing human capital’s health and education and the tourism sector, only by 
allocating massive funds for buildings, without any reference to investments in 
qualitative measures and to where the money would come from.  In addition, and 
despite the positive way the SDP discussed environmental protection, current projects 
undermine the credibility of these claims.  Furthermore, the abandoned rice fields across 
the country as a result to government’s policy of subsidising imported rice negate the 
claimed agricultural developments and the planned “green revolution”.   
MS development plans not only focus equally on the three pillars of sustainable 
development but show equal developments and clear goals unlike TL where the policies 
talk about sustainability but without any tangible, measurable goals apart from the 
economic goal of GDP growth. 
The development plans in MS prioritises tourism focusing on eco-adventure 
tourism, targeting long stays and “high-yield” visitors.  It is noteworthy that the 
establishment of this sector with “luxury holiday villas and lifestyle activities” might 
put further pressure on the indigenous inhabitants of the state “Orang Asli”.  Under 
these plans, the original inhabitants might be forced to change their ways of life and 
adapt to the continuous loss of land for infrastructure development.   Adding to past 
losses to POPs, further losses might worsen their already high levels of poverty.  MS 
might get added value from the diversity of the inhabitants, and from not focusing on 
systemized “one size fits all” approach. 
There are reasons to believe that TL might be targeting a specific group in 
development, and leaving out a broad section of the population.  In comparison, the 
“Orang Asli” group in MS have the highest levels of poverty in Sabah and in Malaysia 
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resulting in a high poverty rate in the whole of Sabah and Malaysia.  All 12 states 
managed to halve the poverty rates of 1990 except Sabah and not targeting all members 
of the society equally in development plans might be the reason. 
6. Concluding Thoughts 
Timor-Leste and Malaysian State of Sabah are isolated and plagued with 
poverty, which creates challenges and opportunities for sustainable tourism.  Moreover, 
tourism activities have an impact on the sensitive ecosystems of these islands if not 
managed carefully.  The framework is based on the sustainable tourism as defined by 
the UNWTO, developing the economic, social and environmental aspects of the system.    
Focussing on one area of development, neglecting the other areas, can cause a system 
breakdown or a need for massive investments in reversing the damage inflicted on the 
environment, as indicated in the environmental Kuznet curve diagrams.   
The paper used the health of the marine ecosystem and coral reefs as indicators 
of the health of the overall environmental systems, because for the focus states the sea is 
the main source of food and income.  Activities such as scuba diving and snorkelling 
are an example of wildlife tourism that fits the niche eco-tourism market and are 
growing rapidly.  Tapping into this market requires having the natural assets and 
investing in protecting the marine ecosystem of the island nation.  However, if 
unregulated, these tourism activities that generate economic value might be the reason 
behind environmental degradation and future loss of value. 
TL and MS are located in SEA and are within three to four hours flight time to 
major regional hubs such as Singapore.  MS has an advantage with regard to ease of 
travel from and to the main urban centre KK.  TL is also relatively disadvantaged as it 
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had a longer and more intense history of negative international media coverage 
throughout the civil unrests.  However, MS and TL might be on par with regard to 
natural assets in the marine biodiversity region.  Diving figures were not available from 
any of the four scuba diving operators in Dili or PADI Asia Pacific regional office; 
however, TL does have natural assets and a location that could be as attractive as MS, 
which successfully attracts high numbers of tourists.  Therefore, more effort to better 
connect TL and advertise the natural assets might prove beneficial for international 
tourist arrival figures.   
Since independence TL (according to the government) has been prioritising 
building a basic infrastructure and tending to the basic needs of the people.  According 
to the TL budget books, 2010 and 2011, the priorities are big ticket items and an aim to 
boost GDP growth.  Nevertheless, the budget composition suggests the government is 
neglecting social priorities and environmental priorities in addition to increasing 
recurrent expenditure in an economy already overwhelmed by rising inflation. 
More than one billion USD, which represents almost one third of the public 
spending for the period 2009-2011, was invested in the heavy oil power project that 
neglects 80 per cent of the population directly living off agriculture.  While investments 
in the power generation could benefit the economy and the “grand development plans” 
of the current government, direct investment that touches the lives of the masses 
involved in agriculture such as clean water and sanitation, might prove more beneficial 
in tackling degrading levels of life in TL.   The country is 90 per cent dependant on oil 
returns and there are no signs of investments in sustainable income sources 
(La'oHamutuk, 2011).  Therefore, regardless of the increased spending and grand plans, 
the TL economy is not diversified and still relies on oil.  TL might be making the same 
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mistake MS made: relying on one sector.  MS is now trying to diversify by transferring 
the economy from an oil-dependent one to a more diversified economy offering a 
balanced job market with investments in sustainable tourism and services. 
 MS has come a long way from the poverty levels in 1990, and witnessed 
transformation in the economic sector from agriculture and fisheries to a more service 
based economy attracting local and foreign investments.  MS is still the poorest 
Malaysian state, and the government policies have shortcomings regarding the setting of 
the minimum wage below the poverty level in the state.  Although, development has 
been slow, GDP levels kept steadily rising alongside reductions in poverty rates and 
development in the social aspects.  The economy has been affected by major incidents 
such as a tsunami in 2005 and the global financial crisis in 2009.  Nevertheless, despite 
the setbacks, the economy in MS is on a steady rise, unlike the economy of TL that is 
booming with increased dependency on oil returns, threatening a major collapse to the 
system if oil prices fluctuate or if oil reserves are exhausted before the non-oil economy 
is developed.  Planning to diversify the economy with focus on tourism could benefit 
TL immensely especially if well balanced with social development and environmental 
protection. 
Coral reefs in the surveyed sites in TL were in a better condition where scuba 
divers regularly visited and brought business to the locals, which could be the reason 
why the local inhabitants preserved the area from damage.  Additionally, fish abundance 
of commercial fish species was very low near the major urban city of Dili.  In MS the 
coral reefs had many documented major setbacks as a result of natural disasters, such as 
bleaching and tsunamis and due to continued illegal fishing practice, regardless of 
increasing MPAs along the coasts of MS.  The establishments of the MPAs in MS were 
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not enough to protect the coral reef from natural disasters and illegal fishing practice.   
Therefore, TL could build on the experience of MS and pay more attention to the 
environment; declaring an area an MPA is not enough for protection.  Monitoring, and 
follow-ups  with regulations and working with the local communities such as the work 
of Reef Check and establishing local organizations similar to the Malaysia Coral Reef 
Society would further involve local stakeholders and guarantee long lasting results.  An 
example of this practice is the K41 site in Behau village TL, were the locals realized 
that scuba divers come for this attraction bringing business to the small village along the 
northern coast of TL, evidently surveys by Reef Check documented that coral reefs 
were in a better state than the reefs between the city of Dili and the island of Atauro. 
In the social area TL’s indicators paint a negative picture of what seems to be an 
overall continuous degradation of living standards for citizens in the country, regardless 
of the minor fall of poverty level in 2009 compared to 2007.  In the education area the 
focus on primary school enrolment is achieving results and improving figures.  
However, the higher rates of enrolment are followed by a lower primary school 
completion rate, which could indicate the lack of a holistic approach to tackle the 
shortcomings of the education system.  This again might be an indicator of a 
shortcoming in policies’ ability to strategically tackle social issues.  In addition, changes 
in government have major impacts on policies and priorities, as indicated by 
fluctuations and the recent spikes in indicators, which could be minimized if different 
political leaders agree on the same long-term development goals, prioritising the basic 
rights of health and education for citizens.  Power generation and downstream oil 
developments should not take priority over health and education when planning for 
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sustainable development, because an uneducated workforce is not going to operate the 
increasing investments.   
  While in MS poverty is still a problem, child mortality is the lowest in the 
country after having the highest rate in the whole of Malaysia in the year 1990.  Social 
indicators in MS show slow and steady improvements regardless of the power transfer 
between parties in the local and federal governments, which indicates a focus on the 
basic priorities.  POPs is the largest money generating sector on the island of Borneo, 
however and regardless of the economic temptations, MS is limiting expansion in POPs 
to guarantee mitigation of negative social and environmental impacts.  This could serve 
as an indicator that the strategic policies in MS prioritise social and environmental 
aspects over plain economic “quick gains” with probable long-term negative impacts on 
the society and the environment. 
Policies in MS are not perfect and there is always room for development.  
Setting the minimum wage below poverty levels in MS could indicate that the 
government wishes to create more job opportinities, but is not serious about fighting 
poverty  and might explain why the state has the highest levels of poverty in Malaysia.  
However, the case of POPs, might indicate that the government is willing to learn from 
past mistakes and limit social impacts as a result of economically driven decisions. 
TL could benefit from the experience of MS in the case of POPs, were the sector 
caused a lot of environmental and social damage before the government of MS had to 
make additional investments and put extra effort into reversing the negative impact.  
Until recently, conflict had a major influence on life in TL, and the effects are 
clear on the country, the people and the government policies.  Many studies attribute 
most of the current negative aspects to conflict and colonization.   
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The TLSDP explains how important double digit GDP growth is, despite 
concerns that “inequality might have worsened over the last few years” as commented 
by Finn Reske-Nielsen, in his capacity as Acting Special Representative of the 
Secretary General (SRSG) of the UN in TL (Reske-Nielsen, 2010). 
According to La’o Hamutuk, the SDP has ambitiously set goals about 
developing human capital’s health and education and the tourism sector, only by 
allocating massive funds for buildings, without any reference to investments in 
qualitative measures and to where the money would come from.  In addition, and 
despite the positive way the TLSDP discussed environmental protection, current 
projects undermine the credibility of these claims.  Furthermore, the abandoned rice 
fields across the country as a result of the government’s policy of subsidising imported 
rice negate the claimed agricultural developments and the planned “green revolution”.   
The development plans in MS prioritises tourism focusing on eco-adventure 
tourism, targeting long stays and “high-yield” visitors.  It is noteworthy that the 
establishment of this sector with “luxury holiday villas and lifestyle activities” might 
put further pressure on the indigenous inhabitants of the state “Orang Asli”.  Under 
these plans, the original inhabitants might be forced to change their ways of life and 
adapt to the continuous loss of land for infrastructure development.   Adding to past 
losses of land to POPs, further land loss might worsen their already high levels of 
poverty.  MS might get added value from the diversity of the inhabitants, and from not 
focusing on a systemized “one size fits all” approach. 
There are reasons to believe that TL might be targeting a specific group in 
development, and leaving out a broad section of the population.  In comparison, the 
“Orang Asli” group in MS have the highest levels of poverty in Sabah and in Malaysia 
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resulting in a high poverty rate in the whole of Sabah and Malaysia.  All 12 states 
managed to halve the poverty rates of 1990 except Sabah and not targeting all members 
of the society equally in development plans might be the reason. 
TL might have great potential for sustainable tourism management, and oil 
returns could set the country for a promising future.  In comparison to MS, TL might be 
making most of the mistakes MS made and is now investing so much in fixing.  TL 
could learn to avoid these mistakes by adopting a sustainable policy for tourism 
management, incorporating all sections of the society and environment. 
7. Conclusion 
This paper compared sustainable tourism management activities as defined by 
the UNWTO in the economic, social and environmental areas in Timor-Leste and the 
Malaysian state of Sabah.  Sustainable tourism has potential to eradicate poverty from 
the two focus states; however, tourism activities have an impact on the sensitive 
ecosystems of these systems if not managed carefully.  In the case of Timor-Leste 
current regulations and policies might not be tackling the most pressing issues in this 
weak developing economy.  As a matter of fact, some of the policies might be directly 
linked to degradation of quality of life.  While the Malaysian state of Sabah might be on 
the way to achieving development goals in the economic, social and environmental 
areas; learning which strategies are best suited to the state came at great cost.  Timor-
Leste can possibly learn from the successes and shortcomings of tourism management 
in Sabah, in order to draft a better model for sustainable tourism management, targeting 
long term sustainable development, as opposed to short term imbalanced gains. 
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